Woman C.P.A.
Volume 20

Issue 2

Article 3

2-1958

Current Depreciation Methods
Mary F. Hall

Follow this and additional works at: https://egrove.olemiss.edu/wcpa
Part of the Accounting Commons, and the Women's Studies Commons

Recommended Citation
Hall, Mary F. (1958) "Current Depreciation Methods," Woman C.P.A.: Vol. 20 : Iss. 2 , Article 3.
Available at: https://egrove.olemiss.edu/wcpa/vol20/iss2/3

This Article is brought to you for free and open access by the Archival Digital Accounting Collection at eGrove. It
has been accepted for inclusion in Woman C.P.A. by an authorized editor of eGrove. For more information, please
contact egrove@olemiss.edu.

CURRENT DEPRECIATION METHODS
By MARY F. HALL, C.P.A., District of Columbia Chapter, A.S.W.A.

It says in the Bible that the poor ye have
always with you, and the same thing is true
of depreciation as we all know.
Research Bulletin Number 22 defines de
preciation accounting as follows: “Depre
ciation accounting is the system of account
ing which aims to distribute the cost or
other basic value of tangible current assets,
less salvage, if any, over the estimated use
ful life of the assets in a systematic and
rational manner. It is a process of alloca
tion, not of valuation.”
I think it is very important that we note
those words, that it says “aims to distrib
ute a cost.” It is a cost that we aim to
distribute equitably that is not susceptible
to measurement, such as a prepaid expense
would be, as prepaid rent, fuel, or other
supplies.
Historically the methods used have been
straight line mostly, not necessarily because
of any more merit in that method, but be
cause it is simple to figure, and the old In
ternal Revenue code had a great deal of
weight.
According to an article in the June, 1956
issue of the “Journal of Accountancy,” the
declining-balance method has been used
quite a bit, in England particularly. The
sum of the years-digits method has been
used very little. As far as I can find it’s
been mostly a theoretical thing that has
been put in to plague accounting students.
But our American system of economy
being what it is, in 1954 the representatives
of American industry appeared before the
various Congressional committees and peti
tioned for greater depreciation write-offs
in the early years of an asset. Of course,
their argument for this was that the total
cost of an asset that should be charged
against income should be the asset’s actual
cost, plus the repairs to keep it in opera
tion ; and if an asset has little repair during
its early life you would charge higher de
preciation cost, thereby taking the total
cost over the whole asset life on an even
basis.
Apparently Congress was persuaded that
there was merit to this argument, so when
the new code was passed, August 16, 1954,
Section 167 of the code sanctioned various
fast methods of depreciation write-offs for
tax purposes. Those methods are listed as
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the declining-balance method, using a rate
of 200 per cent of the straight-line method,
the sum of the years-digits method, and to
quote from the code “any other consistent
depreciation method which will not give an
aggregate depreciation write-off at the end
of two-thirds of the useful life of the asset
any larger than under the declining-balance
method.”
To give you the chracteristics of these
fast methods of write-off quickly; the 200
per cent declining-balance method is quite
simple. An asset’s life is estimated, the rate
on a straight-line method is computed, 10year life would be 10-per-cent depreciation.
Then that rate is doubled and applied each
year to the remaining net asset value after
deducting depreciation accumulated to the
beginning of the year, without any concern
for salvage value; except one cannot depre
ciate below salvage value.
The sum of the years-digit method is a
fraction applied to the cost after salvage
has been deducted. This fraction is arrived
at by using as a numerator the number of
years of life remaining in the asset from
the beginning of the year, and the denomin
ator is the sum of the digits in the life of
that asset, the total life, as in a five-year
asset, one, two, three, four, five added to
gether gives you 15. This fraction is applied
against the cost after salvage has been
deducted.
There is a quicker way to arrive at that
denominator. It is not in the code, but it is
a quick mathematical computation that has
been found to be very convenient. Take the
life of the asset in years, square it, five
times five is 25, add the life, plus five gives
you 30, divide by two.
I have found, as an auditor, that I use
this method if I want to quickly check
somebody’s fractions that they are using
for depreciation. I ran into it being used
when putting the sum of the years-digits
depreciation on I.B.M. equipment for a
very large volume of assets. I can’t tell you
all of the ramifications of that, because I
am no I.B.M. expert, but it is very handy
and it does make the application work
beautifully.
There are restrictions in the code on
the use of these fast methods. First, your
fast methods may be applied to assets ac

code, because it appears to be the general
practice to use, for statement purposes, the
same depreciation methods that are used
for tax purposes. Because there are excep
tions, this leaves us with more accounting
problems. To find what the actual usage
has been, based on these new regulations,
I turned to the 1956 edition of “Accounting
Trends and Techniques” published by
A.I.C.P.A. and found this rather interest
ing comparison.
The 1956 edition covers the reports of 600
companies for the year 1955, and of those
600 companies, 106 referred some place
in the report or the notes to the method
of depreciation used on their assets. On the
assets acquired prior to December 31, 1953,
the date when the new regulations take
effect, we had the following percentages: 56
per cent were using straight-line method;
12 per cent were using a variety of methods
and combinations of methods; and 32 per
cent did not disclose what they used on
these what I would call, the “old assets.”
On the assets acquired after December
31, 1953, the time when it was possible
to use the fast methods of write-off, we
found that only 16 per cent used straightline as compared to 56 before; 30 per cent
used declining-balance method; 35 per cent
used sum of the years-digits method, and
19 merely said “various accelerated meth
ods.”
It is important, before deciding to use
any of these various fast methods, to look
at all the factors involved, particularly the
tax factors. It looks fine, and the manage
ment thinks it is wonderful, when they see
the huge depreciation the first year, the
second year it still looks wonderful, and
the tax saving is wonderful, and all is well
with the world. But be sure that manage
ment also gets the picture of what it looks
like 10 years later when the depreciation
is all gone and the tax is way back up there.
It is only when all these factors have been
considered that it is possible to make a
proper decision as to what the proper cur
rent method can be in any situation despite
these current trends.

quired after December 31, 1953 only. They
must be new assets, and they must have a
life to the taxpayer of at least three years
or more.
This matter of the items being new
assets, has worked an unintended inequity
it appears, in certain instances, that the
lawmakers apparently did not mean to have
occur, and I believe it will be straightened
out later by subsequent legislation. That is,
should a single proprietorship or a partner
ship decide to incorporate and the new
corporation then take over the assets
which had previously been fast-deprecia
tion assets, the corporation now has used
assets and may not use these methods.
It came to my attention, that despite this
little gimmick there is nothing to prevent
using declining-balance method with 150per-cent rate, which was prescribed in the
1939 code. I have never seen that worked
but I have heard it said that it is legitimate
to use.
We have mentioned salvage value. Prior
to the new code, salvage value had been
very largely ignored. Most people paid no
attention to it, and if any value was used,
it was scrap value. However, with the fast
rates some of our clever businessmen and
their equally clever accountants apparently
found that a quick depreciation led to
higher capital gains, with the capital-gains
treatment rather than on the disposition
of the asset. The regulations for the 1954
code emphasize that salvage value must be
more realistically ascertained by estimat
ing the useful life in the light of the tax
payer’s actual practices.
If a corporation buys the president’s lim
ousine, such an asset would likely have at
least ten years of inherent life. But there
are few organizations that would expect the
president to use the same limousine for ten
years. If it is used three or four years, that
is the length of the life to be used by the
taxpayer in settling on salvage value for
depreciation purposes. This is not in the
code, but the regulations emphasize that
point.
In general this discussion has been based
on the regulations as prescribed in the new
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